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Reviews
Writings in Accounting

Dr. Marie E. Dubke, CPA, Editor
Memphis State University
Memphis, Tennessee

DIRECT COST & CONTRIBUTION
ACCOUNTING, Germain B. Böer; John
Wiley & Sons, Inc., New York, 1974; 246
pages, $13.95 (cloth cover).
Dr. Böer states that his book should show
"the management accountant and control
ler how to develop an accounting system
that will provide managers with decision
making information."
In carrying out this intent, the material
is implicitly divided into two sections.
The first section, after briefly discussing
decision making within a firm in general
and in relation to direct costing, intro
duces some of the basic concepts of cost
behavior and flexible overhead budgets.
These discussions are in terms of 1) defi
nitions and techniques and 2) the rela
tionship of costs and flexible budgets to
decision making at various levels of re
sponsibility. The area of responsibility
accounting also is summarized in terms of
what it is, how it relates to organizational
structure, and the types of reporting sys
tems necessary to carry out its control as
pects. Emphasis is then shifted back to
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product costing and its use in profit plan
ning. The discussion covers the develop
ment of product costs for discrete pro
ducts and joint products, especially
where a standard cost system is used.
Section one ends with two chapters
dealing with direct cost reporting systems
for two major areas of a firm: production
and marketing. The reports discussed in
the area of production are those typically
associated with the concept of manage
ment by exception, thereby emphasizing
cost control. The chapter on market re
porting systems gets into the area of con
tribution reporting since the decision
makers in the marketing area are most
interested in the profit contributions of
products, sales force, and territories.
The second section goes into various
topics in an attempt to show how direct
costing 1) provides relevant data for vari
ous decision making techniques; 2) is
useful in service industries; 3) may be
installed as an accounting system in a
firm; and 4) has some limitations.
The bulk of this section deals with the

usefulness of direct costing for cost
volume-profit analysis, contribution
analysis, and pricing decisions. Its use in
make-or-buy decisions, sell-or-processfurther decisions, product mix decisions,
segment profitability, and sales staff
compensation plans is illustrated. The
chapters on pricing also deal with a
number of topics including the use of con
tribution targets for sales territories, pric
ing of special offers, standard products
and custom products, and intracompany
pricing.
The twelfth chapter shows how direct
costing concepts may be applied to ser
vice industries. This chapter is an attempt
to fill a void in the literature which typi
cally deals with manufacturing firms.
After a brief discussion of the characteris
tics that differentiate a service business
from a manufacturing firm, two examples
are presented; one deals with a nursing
station in a hospital, the other looks at the
loan department of a bank.
A short, rather general, discussion of
the behavioral implications of the ac

counting process is included. This mate to expand and control the duties and re
rial appears to be included more as an sponsibilities of the independent auditor
attempt to make the reader aware of the will prove to be contrary to the public
existence of behavioral aspects than to interest. He feels that the SEC is taking a
specifically relate them to direct cost and position which will force independent
auditors into the role of guarantors of fi
contribution accounting.
The final chapters present a discussion nancial success, a position which is
of the issues to be considered when neither realistic nor desirable. Ultimate
installing a direct cost system and two failure in this function, due to inherent
limitations of direct cost: curvilinear costs difficulties, will only lead to further ero
and semifixed costs. These chapters un sion of public confidence in the reliability
fortunately are quite brief although they of financial data.
While acknowledging the current con
are important to the general intent of the
fusion surrounding the accounting pro
author, as stated above.
The book presents much material fession and the decline of public confi
which can be found in the typical man dence in the reliability of financial data,
agerial accounting text. However, it does Kapnick does not feel that an expansion of
so in a way that is appealing to someone the accountant's role, as dictated by the
desiring a review, or overview, of the SEC, is the answer. He thinks instead that
concepts without the detailed accounting continued cooperation between the two
entries and techniques. The emphasis is bodies is necessary to improve account
on the reports generated for various re ing standards in an expeditious manner.
sponsibility levels or for specific deci The author sets forth several ideas which,
sions. The book contains several if implemented, would in his opinion go
thorough illustrations relating to both of far towards improving public under
these areas. A few chapters have foot standing and confidence. In addition, he
notes and lists of additional references proposes the formation of an advisory
which should provide the interested council, composed of the top leaders of
reader with additional views on, and the accounting profession, to work closely
amplification of, the chapter material. In with the SEC in dealing with current ac
some chapters these references could counting problems. Of paramount impor
have been expanded, especially to in tance to the author is the fair and respon
clude some of the more recent literature; sible treatment of the accounting profes
other chapters should have had reference sion by the SEC and continued coopera
lists. Some areas are covered somewhat tion between these two bodies for the
superficially but this does not diminish benefit of the public interest.
While acknowledging a degree of fail
the usefulness of the book as a review of,
or introduction to, the areas of direct cost ure on the part of the accounting profes
ing and contribution accounting. The sion in addressing itself to and solving
reader, however, should not expect to current accounting problems in a profes
find any discussions beyond the very sional and expeditious manner, one must
at the same time recognize the immense
basic, traditional views in these areas.
complexity and scope of the problems in
Dr. Rosalie C. Hallbauer, CPA
volved. Assuming, however, that only
Florida International University
the manner of solving the problems is in
question and not the ability to do so, one
must wonder why the accounting profes
"ACCOUNTING PRINCIPLES - CON sion has waited for the federal govern
CERN OR CRISIS?" Harvey Kapnick, Fi ment to once again assume an imposing
nancial Executive, Vol. XLII, No. 10, Oc posture before taking necessary steps to
improve standards and performance. The
tober 1974.
answer obviously lies with the many var
In his opening statement the author ied and diverse special interest groups
praises the spirit of cooperation which which have plagued past and present at
has existed between the Securities and tempts to improve accounting standards.
Exchange Commission (SEC) and the ac The profession has recognized this prob
counting profession over the past four de lem and is taking steps to overcome it. But
cades and decries the deterioration of this it is unfortunate that it has taken these
relationship in recent years. He cites the steps only after government intervention
failure of the profession to establish ac threatened and not simply for the good of
counting principles and the failure of the the public interest as it should have.
SEC to understand the true role of the
independent auditor as the primary John L. Carlson
causes of this deterioration. Kapnick fears Graduate Student
that current one-sided efforts by the SEC Memphis State University

OBTAINING
AGREEMENT
ON
STANDARDS IN THE ACCOUNTING
PROFESSION, by Maurice Moonitz.
Studies in Accounting Research, Volume
No. 8, American Accounting Association,
Sarasota, Florida, 1974, 93 pages. AAA
Members $3, nonmembers $6.
In all probability this Study will be of
keen interest to everyone in the account
ing field. It is a clarification of the
background behind the failure of the Ac
counting Principles Board. But it is also
more than that. The reasons for the varia
tions in generally accepted accounting
principles, (GAAP), the relationship of
the AICPA's Audit Guides to the GAAP's,
the unresolved controversies are all
pulled together into a clarified whole.
Dr. Moonitz first reviews the organized
accounting profession's success with au
diting standards and contrasts this with
the irreconcilable differences in establish
ing accounting principles. The historical
development of accounting principles is
detailed in two parts: prior to 1959 and
from 1959 to date. Some examples are
given of how principles came about, of
the various influences outside of the
organized profession, and of the need for
allies. A summary follows of the record to
date and the necessary conditions for suc
cess in obtaining agreement. The Study
concludes with a prediction of the fate of
the Financial Accounting Standards
Board.
An interesting presentation is a table
which shows the relationship between
the Accounting Research Studies and the
APB's Opinions and Statements. The
Study indicates that the organized profes
sion has been successful with the form of
financial statements. However, similar
success has not been attained with prin
ciples affecting the measurement of net
income. The reasons for this comparative
failure are fully developed.
It is sad to contemplate that the 30-year
search for generally accepted accounting
principles has not produced binding
statements or definitions. Although the
auditor's opinion makes reference to
these principles, they have not been re
duced to writing. Audit Guides are used
in areas where the APB did not take any
action. But if the financial statements are
basically the responsibility of manage
ment and it is management that selects, in
Moonitz' words, "the criteria by which it
will be judged," certain conditions must
exist for the continued search to be suc
cessful. This Study develops and discuss
es these conditions.

Wilhelmina H. Zukowska, CPA
University of Miami
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"CONTROLLERS AND CPAs: TWO
VIEWS OF PUBLISHED FORECASTS,"
Charles G. Carpenter and R. Austin Dai
ly, Business Horizons, Vol. XVII, No. 4,
August 1974.

In 1973 the Securities and Exchange
Commission (SEC) revised its long
standing policy prohibiting disclosure of
forecasts in financial statements filed
with the Commission. The new policy
now allows companies, on a voluntary
basis, to disclose their forecasts if certain
requirements are met.
This change in policy will affect two
groups: the controllers of the companies
who prepare forecasts and the CPAs who
may be called on to certify them. This
article contains the results of a survey
questionnaire mailed to 221 members of
the AICPA and 320 controllers of Fortune
500 corporations; 28% of the CPAs and
52% of the controllers responded. The
purpose of the survey was to obtain views
on the format of forecasts, the impact on
management, the reliability of forecasts,
and the CPA's role in forecast preparation
and publication.
The questions concerning reporting
format reveal sharp differences of opin
ion. The CPAs favor a standardized
statement for reporting forecasts. This
view is consistent with the attempts of the
accounting profession to increase com
parability of financial information among
companies. The CPAs also express a pos
sible need for presenting two or more
years of annual forecasts with actual re
sults and a statement from management
explaining the differences.
The controllers, on the other hand,
favor flexibility of reporting. Many con
trollers are concerned with practical prob
lems in report preparation and generally
favor flexibility in financial reporting
practices. They believe that past forecasts,
along with differences from actual results,
should not be an integral part of the re
porting format. In their opinion differ
ences could arise from diverse causes
ranging from forecasting techniques and
management performance to such exter
nal factors as international political condi
tions or labor demands.
The views concerning the impact on
management found CPAs and controllers
in agreement on most issues. Both groups
agree that publication of forecasts would
affect management decision-making.
They think management might tend to
make short-range decisions to minimize
differences between actual and forecasted
results. Both groups also believe that dis
closed forecasts would tend to be more
conservative and could thus lose their
usefulness.
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As far as the reliability of forecasts is
concerned, 62% of the controllers and
60% of the CPAs agree that accuracy in
forecasting depends greatly on the ex
perience and knowledge of the forecaster.
In most cases large corporations with a
history of success in forecasting have
well-developed forecasting procedures
and experienced forecasters. If forecast in
formation is to be relevant to investors, a
reasonable degree of accuracy must be at
tained.
At present the SEC does not require a
formal review by a third party of the fore
cast submitted. If this policy is changed,
any requirements for third party verifica
tion will significantly affect the role of the
CPA. Generally, the views of the CPAs
are consistent with those of the controllers
concerning the role of the CPA. A major
ity of both CPAs and controllers think
that, at the present time, CPAs do not
possess the competence and technical
proficiency necessary to evaluate fore
casts. Non-financial matters peculiar to
one company that would greatly affect its
forecast are outside the CPA's general ex
pertise. Controllers also agree that the
turnover of personnel assigned by the
CPA firm to a client would be a substan
tial factor in the CPA's ability to evaluate a
client's forecasting procedures.
The information from this survey
suggests that the external users of forecast
data are entitled to reasonable accuracy,
but that they should also be familiar with
external factors which can affect and in
fluence the actual outcome. The control
lers must explore new reporting formats
and procedures in obtaining the most ac
curate data to be presented to the users.
This period of permissive presentation
gives the accounting profession time to
develop expertise in forecasting and the
reporting format most useful for financial
comparisons.
John G. Gravatt
Graduate Student
Memphis State University

"AUDITING THE INTERNAL AUDIT
FUNCTION," E. L. McKinley, The Inter
nal Auditor, Vol. 31, No. 5, September/
October 1974.
Should the internal audit department be
audited and, if so, by whom? These are
important questions answered in this ar
ticle by a Certified Internal Auditor.
Although auditing is an important
management tool and an independent
and objective reviewing activity, the in
ternal audit department does not usually
receive the benefits of the same type of
review. McKinley presents several possi
ble sources of personnel to conduct a re

view of the internal audit function: a re
cently hired experienced auditor, some
one outside the department with some
auditing experience, and the indepen
dent public accountant.
According to McKinley this kind of
audit should include a review of such
areas as organization, policies and proce
dures, and relationships with various de
partments. The objective should be to
evaluate each audit area performance as
related to a company's goals. In the course
of the article McKinley presents a general
outline of the areas to be reviewed. He
concludes that the internal audit depart
ment will benefit from an independent
review and that more such reviews
should be performed.
The auditing of the internal audit func
tion is a logical management tool al
though it has not been widely used, ac
cording to McKinley. This article informs
the profession of an important need and
how that need can be filled. The general
outline of the areas that should be re
viewed can probably be used by most en
terprises with only minor variations.

Raybon C. Chambers
Graduate Student
Memphis State University
"REFLECTIONS ON PRICE-LEVEL
ACCOUNTING," Walter T. Marek, Fi
nancial Executive, Vol. XLII, No. 10, Oc
tober 1974.

An unstable monetary unit is a measure
ment constraint in the formulation of ac
counting theory when measurements are
based on historical prices or when com
parisons of price aggregations among dif
ferent years are made. The growing in
terest in this area of accounting results
from the present high inflation rates. The
number of advocates on both sides of the
price-level accounting issue seems to be
growing, and points are continuously fol
lowed by counterpoints.
Marek notes that there has been no
great push for general price-level (GPL)
adjustments from either the accounting
profession or the readers of financial
statements.
In June 1969 the Accounting Principles
Board (APB) concluded that financial
statements adjusted for price-level
changes present useful information not
available from historical dollar financial
statements. The APB did not state, how
ever, how the information was to be used.
It recommended that GPL financial
statements be presented along with his
torical dollar statements, but very few
companies followed this recommenda
tion.
(Continued on page 31)
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The author views GPL statements as
being somewhere between historical cost
and current value statements. He believes
that users will be confused because GPL
statements reflect the general purchasing
power of the assets and liabilities.
Marek thinks that the statements
should reflect actual transactions, leaving
judgments regarding the purchasing
power of the dollar and actual current val
ues of assets to the individual reader. To
assist the reader in interpreting the
statements he suggests that the GNP Im
plicit Price Deflator for all years concerned
be included.
According to Marek GPL accounting
advocates claim that GPL statements are
needed to measure the amount of current
dollars necessary for capital replacement.
He notes that capital replacement deci
sions are better based on anticipated cash
flows, corporate objectives, etc., rather
than a factoring up of depreciation allow
ances. In the author's opinion the state
ment of sources and applications of funds
can be used for this purpose.
The author claims that confusion is the
result when the "equating syndrome"
(equating companies' operations through
restating financial statements) is
employed and offers two examples in
support of his view.
He believes that much is to be gained
from English accounting practices and of
fers two proposals to price-level advo
cates . He suggests that most buildings not
be depreciated because inflation in the
value of the assets offsets any arbitrary
depreciation that might be taken. This
practice would also enhance comparisons
among companies which is difficult at
present due to the use of various deprecia
tion methods. Marek further suggests that
companies should be given the option of
revaluing their assets periodically on the
basis of expert appraisals when substan
tial increases occur in the value of these
assets. In all other areas he advocates the
continued use of historical cost account
ing.
In his conclusion Marek decries the ap
parent inability of the accounting profes
sion in finding relatively simple, practical
solutions to the problems facing it. The
value of this article lies in its amplification
of some of the problems encountered in
constructing sound accounting principles
for price-level adjusted statements.

More on Women Accountants
In the interval since our short article on
women accountants more statistics have
come in from the feelers we put out to
accountancy bodies round the world.
For example, taking as a touchstone the
Scottish Institute's 3% plus of member
ship being women (actually it is above
average, always omitting the Philippine
Institute's 22%), we now compare The

James E. Armstrong
Graduate Student
Memphis State University

ports 66 women CA(SA)s, of whom half
are in South Africa itself, out of a total of
6,000 members.

Pauline Weetman, 1973 Gold Medallist of the
Scottish Institute, is a Lecturer in Accoun
tancy at Heriot-Watt University.

Margaret Downes is the first woman Char
tered Accountant in the UK to serve on the
Council of her Institute.
Association of Certified Accountants
with 2.8%, but 9.6%, of students (Scot
tish Institute 6%); and The Institute of
Cost and Management Accountants with
0.5% of members women.
Further afield, we were somewhat sur
prised to find that the percentage of
women among CPAs of the American In
stitute was only about 2.5% (2,500 out of
100,000 members), although there are
5,000 women CPAs in the US (the re
mainder being members of their state or
ganization only). They have their own
journal, THE WOMAN CPA. The number
of women CPAs is, however, growing
rapidly, we are told. In the Canadian In
stitute the percentage of women members
is 1.4%.
The last time we wrote on this subject
we recorded 3% of women in the mem
bership of The Australian Society of Ac
countants; The Institute of Chartered Ac
countants in Australia has only 1% but
points out that, of new members regis
tered in 1972, 4% were women, and the
figure rose to 5% in 1973-74. The total
membership of the Australian Institute is
now just under 7,000. South Africa re

*In the United Kingdom a young person can
enter the public accounting profession either
through studying at a university before going
to work for a Chartered Accountants' firm or by
being apprenticed to such a firm. The appren
tice signs a set of “Articles," i.e., the agreement
governing the apprenticeship, and thus be
comes “articled" or an “articled clerk."

Tax Forum
(Continued from page 23)

III. Summary and conclusions
For existing plans it will be approximately
1976 before the benefits noted under I
above, will be available to you as a matter
of right. Employers were given transition
periods within which to conform to the
new rules. Because these changes are
going to automatically make retirement
plans more costly, this fact will tend to
discourage the adoption of new plans. It
has also been predicted that many plans
currently in effect will be terminated to
avoid the added cost of administration
and benefits. At least one company has
done just that. Also, the fact that an
employee can establish an individual
plan is going to be just another good
reason for failing to adopt or for terminat
ing an existing plan. I, therefore, suggest
that you keep abreast of changes in your
present plan, or if not presently covered,
consider establishing your own plan; in
the latter case the actual cost to you is not
$1,500 but is rather $1,500 minus the taxes
you save from claiming the deduction
(e.g., if you are in a 30% tax bracket, the
net out-of-pocket cost is only $1,050).
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